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Dear Madam Chairman: 4 4

In response to your iequest, this report addresses the processing time for section 202
projects from fund reservation to construction start. Specifically. the report discusses I lie
increase in processing time that can be caused by limitations placed on fair market rents.
additional sponsor contributions because of insufficient fair market rents to cover
development costs, inconsistent interpretation of cost containment requirements. and
inconsistent administration of the program by the Department of Ilousing and I'rban
Development (ItD) field offices. The report addresses these causes and contains a number (d"
recommendations to better ensure the timely completion of section 202 projects.

As agreed with your office, unless yo; l publicly announce its contents earlier, we plan no
further distribution of this report until 3() days from the date of this letter. At that time, we
will send copies to the Secretary, Department of HIousing and U7rban Development: the
Director, Office of Management and Budget: other congressional committees and
subcommittees interested in housing matters; and other interested parties. We will make
copies available to others upon request.

Our work was conducted under the general direction of .John M. Ols, .Jr.. Director. housing
and Community Development Issues. who can be reached at (202) 275-5525. Other major
contributors are listed in appendix VI.

Sincerely Your:"'

.1. Dexter Peach

Assistant Comptroller General
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Executive Summary

Purpose Nonprofit organizatiofns receive direct loans for construct ing or rethabili-
tating rental housing for the elderly and handicappe(d under Sect ion 2(02
of the U.S. Housing Act (ot 1959 ( 12 1 .S.C. 1701 q). As of 1988. the
Department of llousing and I T thean Development (Iow 0) had 3-years'
worth of projects .%'here constructiorn had not started.

Noting this backlog, the Chairman. Subcommittee oiI lousing and Con-
sumer Interest. house Select Committee on Aging, asked G(A• to examine
iii)'S project processing. The chairman was concerned that lengthy pro-
ject processing might be increasing nonprofit organizations' (sponsors')
costs and delaying the delivery of housing to the elderly and hiandi-
capped. As agreed, this report examines trends in project processing
times between 1980) and 1988 and relates sponsors' views oil th(fe reasons
for delays in processing.

Background, Uhe section 202 program allows it'D to make 50-year direct loans to non-
profit sponsors to construct or rehabilitate rental hovusing designed spe-
c~fically for the elderly and handicapped. Over the years. amendments
to the 1959 legislation have targeted the ,,,ecion 202 program to lower
income (defined by mi-D) as not exceeding 80 percent of an area's median
income) elderly and handicapped and have provided them with rental

assistance payments to make this housing affordable.

Project processing involves a series of IwD reviews of pr(iject plans
which occur between the time itlio reserves funds for a project and the
start of construction. II'D reviews are intended to ensure that proposed

projects meet program requirements, are well-designed but meet cost
containment standards, have sufficient and reasonable construction
budgets, and have rents in line with new construction fair market rents.
Fair market rents are established annually by iiu) for individual
housing areas on the basis of rents for comparable units.

Between 1980 and 1989, the Congress authorized $6.9 billion for
13:3,851 units of section 202 housing. During this period, i -I) returned to
the Treasury about $932 million, or 13 percent. of the total authorized

loan aut hority.

Results in Brief Over the past 9 years, the time required to process a section 202 project
increased. As a result, many low-income elderly and handicapped people
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have beenl delayed in receiving housing assistance. Inl 1988, only I (I per-
cent of liti' D51~ fieldl offtices achieved tI he p~rogramn's. pa of (It',Iarting pro-
ject construct ion within 18 monthIs after fund reservat io n.

Three factors stand out ats the primary reaso)ns for proceessing delays,
First, in n. has indirect ly restricted funds available to finance sect ion 2012
projects by establishing fair market rents t hat are too lotw in some cases
and (10 not reflect the (cost of const rutltion. Second. Iilv[) offices are mu con-
sistent inl their cost corlt ~ilnm'flt reviwvs and often char-c:<2.:sn
in anl effort to lower costs to limits supportable by fair- market rents.
Third, iiun's administration of the section 202 program varies among
field offices because some field offices have develotped effect ive.
processing procedures andl practices, while ot hers have not.

Principal Findings

Processing Time Has The time required for mi~)'s processing of section 202 projects has risen
Increasedanl average of 7.5 monthis from 19.3 mionths in 1980) to 26.8 mlonths in
Increased1988. As of November 1989. 1.092 projects were u~nder lit l' review and

awaiting construction. About 45 percent of these pro~jects had1 been in
processing for at least 2 years.

Fair Market Rent Limits Fair- market rents determine the income available to cover thle opeWrat ing
Increase Processing Time costs and loan payments for a section 202 pro~ject. When fair market

rents are too lowv to cover project costs. 1111') often requires sponlsors to
pei form time-consuming and costly redesigns of their projects and file
lengthy appeals for increases to the fair- market rents.

Fair- market rents for section 202 pro .Wjcts are low in certainl areas of the
country because of two uin n polic-y decisions aimed at controlling pro-
gram costs. First, in 1982, ui' headquarters began capp~ing fair- market
rent increases at predetermi n d national iniflat ion rates rat her t ha n
using local rental market surveys conducted by its field offices. It' field
office rent sur*\':,ys are higher than miH )5 predetermined inflation rate.
fair market rents are set at the lower capped amounts. Over time. the
imp~act of cap~ping fair market rents has resulted in 'wide disparities inl
certain areas of the count ry bet ween the lowver in t -allo%%ed rents anid
the higher market survey rents. Second. in 1986;, IU 'n began limliting
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Exe~cutive Summ-an,

allowable mortgage loans to fair mar'ket rents in place al Ow 1 111W ()f
fund reservat ion,

Fair Market Rent Limits Section 202 legislation allows no)nprofit spJ)ns15rs to finance 10(0t percent

Lead to Sponsor of allowable pro 'ject development costs. ho(wever, even after sponisorS
credesign their pr'ojects to) co~mply wvith I iPi reviews and1 receive the mnax-

Contribution imluim rents alwbeunder iivi . regiiiat ions- 120 percent o)fthe, area's
fair- market rent-it still m~ay be insu fficient to cover pir(~Ject dvlp
mei't c'osts. In five o1 thle six field Offices GAO visited. nonp~rofit Spon)Isors,,
Were reCquired to) make monetary cont ribut ions ranging from $60to
$350,0)00 to proJects in order to begin ('ofstfict ion.

Application of Cost in -iu performis cost containment reviews to ensure that section 202

Containment Increases projects are of a modest design and are not excessive in term,- of ameini-
ProcesingTimetices or conistruict ion materials. The reviews apply to all )roi*ject s regard-
Proessng imeless ()f fail- market rent levels. iwtiv field offices normally pei-frm11 I hese

reviews and call approve rents uip toý 110 percent of the lair market rent.
Increases above t his percentage, but inot exceeding the maximumi of 120
percent, require it'!i) headquarters review and approval.

Cost containment reviews generally do not cause significant processing
delays when fail- market rents are adequate. They become at pro)blem
when i it i) off ices u se cost containment as at means to reduce lproJect
costs so they are covered by the fair market rents. R~epeated field o)ffice
and headlquart ers roviv'wNs, couiipled wxith the resulting pro ' ec redesigns.
add at significant amount of timle to project processing.

Onl the basis of GA,.O's questionnaire to SPOnIsorS. GA~O foundl~ exampleIs of
inconsistent interpreta~t ions of cost containment requirements. These
inconsistent, int~erpretations may be caused by a lack of training and of
headquarters oversight. Since 1986. headquarters has prov-ided field
office staff two I-dlay training sessions onl cokst containment compliance.
I Ieadquarters has atlso conducted cost containment reviews at only P' of
thle 51 field o)ffices that prFocess 5Q't ioin 202 projiects.

HUD Program Two field offices that (;..%o visited allowed processing delays to routinely

Administration Causes occur and prvddlittlhe guidlance to pro 'ject participants ill meeting pro-
Procesing elaysgrain requi irements. Th'lese off ices consistently had processing t imes in
Procesing caysexcess of int'Os maximulm allowable 24-month processing criterion that

wits in effect at thle time o)four review. Conlversely, GAO also Visitedl two(
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Executie Summary

offices that paid strict attention to timely processing and consistenttl\
achieved program processing goals. The off ices with timely processi t,
had several management techniques in common. Specificaliy. these
offices required project development teams and iwii field office slat'!
periodically meet during project processing to discuss time goals. c. -
containment objectives, program requirements, and regulatory tntr _ .g,
limits.

iwi,'D headquarters did not monitor the processing performance of fik,
offices. As a result. section 202 project processing receives aifferi'w
degrees of management attent'on among field offices. Without adec,1,11,
monitoring, IIID cannot identify processing techniques that Pre W"r... mg
well nor be aware of field offices experiencing processing delays t ,1
could benefit from these techniques.

Recommendations To bettt r ensure the timely completion of section 202 projects, th, ,.<,
tary. iji., should (1) establish fair market rents for section 202 pr, i, i,-
that reflect the cost of modest housing in local rental markets to hIý 1p
reduce processing time and make it more likely that the section 21 , pr,

gram will provide 100 percent of sponsor financing for modest I\
designed projects and (2) ensure that supervisory visits and reVi, kv s ;4!'k
implemented to validate consistent application of cost containme.,,
requirements among field offices.

Agency Comments iIUD acknowledged that the factors cited in (;AO's draft report had thi.
effect of increasing section 202 project processing time. [iD said t hi-it it

had developed, or was in the process of developing, actions to d.;3l i :th
these factors. These actions include increasing fair market reiw- wc
minimizing the potential budget effects. monitoring cost contairmW ill
field offices for consistent application, issuing instructions aiimeId at
establishing project processing timetables and requiring regular, oim mu -
nications with project development teams, and monitoring field offi. e
processing time and establishing a goal to start project constn ticim
within an average of 24 months. 111i'S Comments On GAos drat'!
are included as appendix V of this report.
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Chapter 1

Introduction

Several million househ(olds headed by elderly or harndicapped p'rsons
with limited incomes need government assistance to obtain decenit anld
affordable housing. The D)epartment of Hlousing and U rban [Develop-
ment's (,1111 section 202 program is the primary means of federal assis-
tance available to provide new housing units to help meet this need.

HUD's Section 202 Section 202 of the t7.S. Housing Act of 1959, as amended (12 V.SC
H701 q), authorizes wti'n to make 50-year direct loans to nonprofit spon-

Elderly Housing sors to construct or rehabilitate rental housing for the elderly or handi-
Program capped. Interest rates on the loans are based on the average interest rate

on all interest bearing obligations of the I Tnited -;t ates not to exceed 9.25
percent. The section 202 direct loan is available to cover 100 percent of
the cost of land plus the cost to design and construct or rehabilitate a
project.

Section 202 projects are designed to provide elderly and.. or handicapped
residents with an independent living environment that includes provi-
sions for necessary services, such as health, continuing education, wel-

fare. recreation. and transportation. Projects can also include essential
service facilities, such as dining facilities and multipurpose community
roolms.

The Housing and Community Development Act of 1974 permits IIt[) to
use the section 202 program in conjunction with the section 8 rental
housing assi,,tadllcc prog:,ai. The section 8 program, established by the
1974 act, authorized wlin) to make rental assistance payments on behalf
of lower income families (households) to enable them to obtain decent
and affordable housing. Lower income families are defined as those with
incomes not exceeding 80 percent of the median income (adjusted for
hiousehold size) for heir particular area of residence. IHowever, sect ion 8
assistance is now generally targeted to low-income families with
incomes that do not exceed 50 peercent of the median for the area,

Families eligible for section 8 rental assistance generally are required to
pay 30 percent of their adjusted monthly income for rent. The assistance
payment covers the difference between the aniount the tenant pays and
the fair market rent for the unit. Section 202 project rents are limited to
the amount necessary to operate and maintain the project and to cover
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Chapter I
Introduction

the amortization of the debt incurred to develop and c'onstr• Ow( prh o-
jcct.1 Additionally, project rents cannot exceed 120 p)ercent of the fair
market rlents (FMIs) established annually by ui I) for each housing area
on the basis of rents for comparable units, in ) field offices are allowed
to approve rents up to 110() perctnt of tlit, F'MIs while the 1 20-perceit
ceiling requires headquarters approval.

FMls serve as a control o)n the amount of mortgage financing that sl)()n-
sors can obtain for project construction costs. In authorizing m-1[ to
approve project rents up to 120 percent of FNIMs. the Congress ant ici-
pated that this authority would be used only in exceptioinal vases,
according to the House and Senate conference committee report on the
1974 act.

The iMRs for new construction include provisions for all utilities except
telephone service; ranges and refrigerators; and all maintenance, man-
agement, and other services required to obtain privately developed.
newly constructed rental housing of a modest (nonluxury) nature, Sepa-
rate F.MRs have been established for units with different numbers of bed-
rooms, for various building types (e.g.. elevator, walkup). and for
different housing market areas. FMIRs for section 202 projects include an
additional 5 percent to cover the special housing needs of the elderly
and/or handicapped. such as emergency call systems and grab bars.

The Housing and Community Development Act of 1987 modified the sec-
tion 202 program by setting new requirements for non-elderly handi-
capped people. it[-D implemented this legislation in May 1989 when it
issued a final rule establishing a separate section 202 Direct Loan Pro-
gram for Housing for Handicapped People. Two major differences
between the new non-elderly handicapped program and the elderly pro-
gram are:

projects for handicapped persons will no longer compete with applica-
tions for the elderly and
rents for handicapped projects will no longer be based on FMfls but
rather will be determined by the reasonable and necessary cost of oper-
ating the projects including the debt service on the loan.

The new non-elderly handicapped provisions took effect for the fiscal
year 1989 budget period. Because I)D and program sponsors had no

'FMRs for section 202 are determined under 24 CFR 885.5. Tbese FMRs are established indetiv'n-
dently from FMRs used under section 8 certificate and voucher programs.
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Chapter I
Introduct ion

exper'ienice with the newv non-elderly handicappied programn. this reporti
de~als with the sect ion 202 elder'ly or handicapped program as' it existed
prior to 111,is impl)ementat ion of tli neCw non-elderly handic-apped(
pro( gram.

How the Section 20 Before construction of a section 202 housing project can begin. tIIII
requires sponlsors to go through a series of processing stages. These

Program W~orks stages include requirements designed to ensure t hat t he propo sed pro-
ject ( I) is eligib~le for at section 202 loan and rent sub)sidy assist ance
uinder section 8. (2) serves programmatic goals. (3) is wýell-designed but
modest. (4) has a sufficient and reasonable construction buciget. and (5)
has, rents t hat are ht1 line with section 8 rent limits andl that are adlequlate
to su pport pro 'ject management, maintenance, and debt service B.I eca use
of thle complexity of the process. most nonprofit sponsors employ (o-()t
stiltants to prepare the proposal and oversee development oft the. project.

The sectioni 202 process begins with an annual appropriation. Using this
amiount as at base, liwt allocates funding to its 51 field of fices thfat pro~-
cess section 202 loans. This allocation comes in the f(Wln fl1 alt announce-
mient in the Federal Register called a Notification of Fuind Availabilityv.
Each field office then publishes a notice in its service area announcing
its intent to accep~t ap~plications for project development from interested
nonprofit sponsors, Each field office accepts applications andI condutcts5 a
rating and ranking for selection.

Applications describe the prospective sponsor, the prop~osed site, the
pro 'ject layout arid design, and t~he services to be provided to tenants. All
accepted applications and their relative rankings are submit ted to) the
appropriate nut ') region which evaluates the applications from all field
offices in its region and submits a recommendation to the D)irector.
Office of Mult~ifamily Ilousing, Development. Finally, usually oni the last
working day of the fiscal year. the Assistant Secretary for Housing
announces all pro~jects selected for fund reservation. At this point the
cognizant field offices notify suiccenssfuil applicants that funds have been
reserved for their proJects and the processing clock starts.

U nder lit ') regulations, the nonprofit sponsor mnust begin construlct ion
on a proJect for which funds were reserved within 18 mionths. The regul-
lations also autihorize the Assistant Secretary for Hlousing to grant onet(
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Chapte'r I
littrlbdtction~

extcflrisof not to ('xcoQle G) months. mIerefore, aco(01 (hug to 111t fls )(3Tula-
tions. tile max uu imum 1 a llut (it" lttle bet e(en funid reservaitiond and c toi-

sticticton start can be no more than 24 miont hs.>rthe regulat ions state
that the field oft ice manz-ger shall cancel any reservations t hat exceed
18 months1 tiunless a )-[i~onilt extension is granted. The time periotd
betwveen fiund reservation and construct ion start is known as Owh project
processing -pipeline."' Project processing involves two eystages: (1I
conditional commitmlient arid ( 2) firm commitment.

Conditional commit ment and firm commitmewnt processing are simtilar in
most respects. A sponsor submits p~reliminary jprojject p~lans and specifi-
cations to obtain illit )' general approval (luring the conditijonal commit-
ment stage and then submits final pro *ject plans and specifications to)
obtain a firm commit ment. Thus, conditional commitment and firm com-
mitment can be viewedl as two reviews-one general. one Specifhc-ot a
common set, of requirements.

At the field offices, pro~jects undergo five kinds of technical analYses inl
both stages of processing:

1. Architecture and engineering analysis ensures that proJects comply
with iiu 0 mininmum property standards and design requirements for (,)d-
erly and handicapped units.

2. Cost analysis establishes est~imates of the cost of pro~jects incinoing
estimates (of costs not attributable to dwvelling use.

3. Valuat ion analysis prepares land ~ippraisals, operating expense esti-
mates, estimated income determinations, t he section 202 loan amonotit
allowable based (in pro 'jets' total development costs. andi mortgage
amounts ser-viceable wvith pro.ject's income.

4. Mo)rtga ge credlit analysis determines the "" anci al capacity of thle
sponsor and/or the borrower corporation to clJose, the transact ion and
oper'ate thle pro~Ject aftet' developing estimates of thle capital needed to
defray cash requirements above thle loan amolunt. and immediA ev opera-
I ion expenses.

'10, !r r'"lt ilts ýIrv htend o n t lw 24- nio i cit oi rion in vfifcui at I lit tine of oi ir review I n Apri 1 991)
I it Iiin iewif(iI its riviihII ions io llo11w a mlaxijil"In of 36~ monto hs if' the delit' was~ no*1t ?ihe bIirnoer's
futiIt
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5. 1 (Ii 1 siiigf tImmanageneit adtPl~isV1 C (W re iew II~c Titalagem('ntaif capability V ii
the. bm 'tiwer m. the Inat'manaement agenlLth a1ICd(equacyi ()I' III( i( ierat in g
expenlses. and1 the II nlageml eni pl)iil.

III tw linaiml st age Ci4 ]mmi uk'5i ~--iltilIici lsimig -th Ib' l- IT ier

Mn dW('cPll!t troth V i wichi the 5pnii )m. IF l~t lay ' dra fu115lid i 'Ileed t (I bgllCii adI(

cmi flpli't cw(41151 itilt 1(1 f othle pro) iject . 'Ihle infit ial Iml ah(I si ng is uisuial ly
cmi uii eted w ithln several we'eks i f* t he ci im)let ed irni ( cillnutilmerit
WXith lthle St art 01(d H cmistutii Il. the ipr sessinig l ime cl kstop s.

Objectives, Scope, and -- 'le (1iairim~l oIf the Sitbcommfiit tee mti l ulsing anld ( 'osrimer litcrss
Il 11mlse Select (mI Innit tee (II Agling. ask-ed its to

Methodology ?
" (let eiminle IIIhe a vermle Iipr1 essinl t tim'i In ml Fund re-servat aiII l in

sin Ic!ionl st art kw i sect lolln 20)2 Jpr( Pects SThat starteid cminstrfuc lol iihobtween
10~80? and 1988,

"* eXam] ne w~het her average )t'( 1essing I i rue h as inlcrae m''1(( I. (I ('(iN'asedl
Lb'twven 1 980) and 1 988 andl whlet her theire en'c anly significanlt di fter-
elic('5 ill lpii Iessi ng TI ilfles am11 Pg Field office ()'5 (P ecat ise ip ?fNij (tytpex

"* i(1('it i Iv reasmi I1m5 hitincreases (wr ('(Fl' asis ill process5i ng Ii micls.

To d((( mj 11151 thlese (h Ibjec.t ives. wI. analyzed s'ct ion 20)2 prn gram rntegui-

lat aimls andl da~ta (dli aii't('( hNrti several soiii'ces including 11i'1i's New
York. Phliladelphiia, Fort Wort Ii. and Seattle regio~nal offices and( tw liefo-
lowing field f ~fiii's assi )iate(d withI t hest, regions11: Ne'wartk. Phi ladc Ipdiia.
Pittsburgh. little Rock-, New\\- Orleans, and Portland,

To 1(et erminle thle ave rage p~rocessi ng t me In Pill fult nii'eservat ip n 1i '( CCin-

stil t(t I.ii start, wi' anal vied dat a fl'('( -dedil Inl .ii ,s Mull lifami Il IInsur11ed
anid Dire'(ct 'ml~ 11n In hiriat i( )Hsyst im Mt 11 I s'ing 'Itt P1t.1 we e-vait tat ed
th l' mW ii'ssi ng timei-I lie t imte het weenl funtd reservat im ) allol cmifst rite-

1(111 st art -- t 'all sept lol 20)2 pro '~ ject s t hat started ci ist ruc i pn bet weeil
1980 and I he 'tid ()f 1988 reýga rdless (If t he dat ct (fi hlnd res'rv at ionl.

Tlhis ilfnformal1 ionl was (lvc('lpe.d (mi a luat iiital. till -1 regioni. anld Itt -1) field
IP4lice hiasis I'mr all IPro)jeit 5 anid acrigto TiPccitpaiit type-eldcr~ly or

1an1d ical)p('(.
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Chapter 1

1o examinew IV ivhet . avet l(rage pr0cessinIg t iile I1Ias increased'( or (he' reased
bet ween I 980 and] 1988. we compi ited Otis line l( Wrevery proje ' hat 11
began construction (during this t inie period `J'o compiled his i! ia
tioll tar )teach Iie~NW hoc comparaIl~tiVe pur-l)(i)S. Our ana;Il vlxsis iden'Itdiedi' ill 1)
regions aind field offices %k ith1 below M~~rae average, and hv
aver'age processing times.

To a limlited (legrev e. Wverifieid processing (date infitrmiat ion inl ie( MU tiJS
s~ystem at thle six field offices wve visited. In general, Wvv found1 t his infor-
nmation to be acceptable for our analysis oft the timec bet ween fund reser'-
vat ion and const ruict ion start. H owever. (during our aiialyvis f t ilie mmu~~s
information we found that 245 pro 'jects, or aibout 9 percent oft the
projects which started construct ion bet ween 1 980) and 1988, could1 not
be included inl our analysis because they did not have a fundl reservat io n
date. This number of' pro *jects could sign ificantlyN affect the average
process~ing time inlornmation for 1 9801 and1 1981 since 137 of these 247)
lpro~jects-5(i percent-started construct ion in these 2 years.

To determine reasons for changes in processing times and x arilt ions-
amiong field offIices, we performed case file reviews in each of thy six
ilu[ ) field offices we visited. The six field of fices wvere selected fo~r geo-
grap)hical dispersion and variat ions in average processing t imles.
Through thle case file reviews at these offices and discussions with fivi lt
staff and sponsors and conusult ants associated with lthese and otliher
p)ro *ects. we identified 18 factors cont ribut ing to increa~sed Jprocessing
tinme.

We (leveloped a questionnaire using these 18 factors to solicit the views
of national sponsors and national and local consultants to determiine
whwli factors had tie greatest impact onl processing time. Appendix I
provides a descript ion oh the met hodologies used to develop mir ques-
tionnaire andi samlple respondents. Because our selections of* sponsors
andl consultants wVere judgmental. we cannot. apply th e results of our1
quiestaionaire to the sect ion 202 program in total. I lowever. in making
t hese jiidgnwntail select ions we considered sponsors' andI consuiltants*
p~rocessin~g ('lexpeience andl geographicatl locations. The pro 'jects of thIe
selectedl sponsors and consultants represented ;Abouit one-third of ftile
3,268 lpi'(Jects funde~d between 1 98(0 and( 1988.

WVe perforitie'] ourl 'work at HIwo headquart ers, regional. and field o)fficvs
from .lanuary I hrot igh D~ecemiber 1989. We cont acted sponlsors and 'onl-
stilt ants bet ween hIuly and1 Sept ember 1989. Our review was performed
in accordance with generally acc(ept ed government auditing st andards.
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In addition to asking us to examine I)ro, j..ct processing time and reasons
for changes, the requester's office, in February 1990, asked us to obtain
information on the use of section 202 loan funding. it )'s budget divi-
sion. Office of Financial Management, provided us with information on
funds available for section 202 loans, fund reservations, and unused and
recaptured loan funding for fiscal years 1980-89. We did not verify the
figures provided. This information is contained in appendix II.
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Section 202 Project Processing Time
Has Increased

There is a backlog of 1,092 section 202 projects and 35.103 units for
which iihu) has approved funding but for which construction has not yet
started. The backlog of projects is commonly referred to as t he
processing pipeline. About 45 percent of the units in the pipeline have
been in -in) processing for at least 2 years.

According to our analysis, processing time increasod by an average of
7.5 months from 198() through 1988. Furthermore, in 1980 33 percent
of the section 202 projects took longer than 24 months to process, and in
1988, 58 percent took longer than 24 months. Ill-D had not enforced its
regulatory requirement that projects will be terminated and fund reser-
vations will be cancelled unless construction starts within 24 months of
fund reservation. Our analysis shows significant variations in
processing time among it{I) regions and field offices. Also, on average,
handicapped projects take longer to process than elderly projects with a
difference of about 2 months in 1988.

The Section 202 Our analysis of 1i-i)'s MILILS information, as of November 9, 1989, shows

that 1,092 projects representing :35,103 units were in tile processing

Pipeline pipeline. Table 2.1 shows the status of these projects and units by
months in process.

Table 2.1: Section 202 Project
Processing Pipeline Projects in

Year of funding approval Months in process pipeline Units in pipeline
1983 72 3 134

1984 60 16 680
1985 48 53 1.914

1986 36 128 5274
198/ 24 209 7712

1988 12 387 10951
1989 0 296 8,438
Total 1,092 35,103

Source HU";' MIOLIS data as of November 9. 1989

As shown in table 2.1, 72 projects reserved in 1983, 1984, and 1985.
representing 2,728 units, have been in the 1iw I) processing pipeline for at
least 48 months, or twice the maximum allowed by ilt) regulations. In
total, 409 projects representing 15.714 units have been in the pipeline

T'he 1.092 privc('ts rf'rent iabnout 1w i3,rvent of all s'ctn i 202 proeI'ts funded he wein .19SO and
1 95!8.

Page 1:5 (AOR('EI)-91-4 lHousing ror the Elderly and Handicapped



Chapter 2
Section 202 Project Processing Time
Has Increased

for at least 24 months. Adherence to nIw's regulations in effect when
these projects entered the pipeline would have require that all 409
projects in the pipeline beyond 24 months be terminated. Even with
IIID's revised 36 month criteria, at least 200 projects should be consid-
ered for termination. Our concern with this new criterion is discussed in
chapter 3.

According to IIt')'s director of assistc d elderly and handicapped housing
division, i 'D is reluctant to terminate projects for being in process for
excessive periods of time because funds for the projects cannot be
reused and, therefore, the projects would be lost for elderly and handi-
capped housing. Project terminations that do occur are usually the
result of sponsors deciding to stop project processing. Appendix III
shows the number of pipeline projects as of November 9. 1989, by ilr)
region and processing field office and the length of time these projects
have been in the pipeline.

Average Processing The average processing time for projects starting construction has been
increasing. Projects starting construction in 1980 averaged 19.3 months

Time for Section 202 in the pipeline while projects starting in 1988 averaged 26.8 months-
Projects Has Increased an increase of 7.5 months. As shown in table 2.2, of the 246 projectsstarting construction in 1980, 33 percent were in the pipeline longer

than 24 months. However, of the 295 projects starting construction in
1988, 58 percent exceeded 24 months in processing time.

Table 2.2: Projects Starting Construction
That Exceeded 24 Months in Processing Percent

Year of funding Projects starting Projects exceeding exceeding 24
approval construction 24 months months
1980 246 82 33

1981 318 140 44
1982 353 165 47
1983 321 .. 44
1984 280 98 35
1985 312 96 31
1986 256 89 35
1987 267 141 53
1988 295 170 58
Total 2,648 1,122 42

Source HUD MIDLIS data as of November 9. 1989
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We also examined processing time by occupant type-elderly and handi-
capped. Processing time differences between t hese two categories varied
from year to year with a difference of only 2.3 months in 1988. In 1980,
181 elderly projects started construction in an average of 19.1 months.
while the 65 handicapped projects averaged 20 months in the pipeline.
In 1988, 159 elderly projects started construction in an average of 25.8
months while the 136 handicapped projects started construction in an
average of 28.1 months. Figure 2.1 shows the trend in processing time
for all projects starting construction from 1980 through 1988 and also
the trends for elderly and handicapped projects separately.

Figure 2.1: Average Processing Time for
Section 202 Projects

36 Month.In Poc~s"W

30

18

12

1961 1962 1983 1964 19os 1966 1987 1966

Construction Sa Yem

- Ededy Prqgecs (1.546)
---- KHadiced P1ects (1.050)

SlTol Projects (2.648)

Source HUD MIDLIS data as of November 9, 1989
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Processing Time Processing time for section 202 projects differs significantly among the
l'[) field offices. As figure 2.2 shows, the combined field Timice awerage

Varies Among HUD processing time in only 3 of the 10 i1') regions was less than 24 months

Regions and Field for projects starting construction in 1988. The average processing time
ranged from 18.3 months for field offices in the Kansas City region toOffices ,35.8 months for the field offices in the Boston region.

Figure 2.2: Section 202 Project
Processing Time in 1988 by HUD Region Average Months In Processing

36

30

24

18

12

Jo

HUD Regional Offices/Number of Projects in 1988

Source HUD MIDLIS data as of November 9. 1989

Even wider disparities in average processing time exist amonag iwz[) field
offices. For example. for projects starting construiction in 1988, the
Providence field office took 50.8 months to process one pro 'ject while the
Fort. Worth field office took 1.5.1 months to process one project. These
were the only proJects starting construction in these field offices in
1988. Table 2.3 shows the success in processing within the 24-mont h
criterion for" the 49 mltD field offices which processed .sect ion 2012
projects in 1988,
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Table 2.3: HUD Field Offices' Success in
Meeting Project Processing Criteria in Number of field Percentage of
1988 Category officesa field offices

Construction starts averaging over 24 months 53

Construction starts averaging 18 1 .24 morths

ConstrLction starts avýeraggng 18 months or less r0

Total 49 100

'Two field offices had no construction starts in 1988

As table 2.3 shows, only five field offices--10 percent--met HllUD's regi-
latory goal of starting construction within 18 months. Further. 26 field
offices-53 percenti-exceeded i!ID's maximum regtdatoiry time limit of
24 months between fund reservation and start of constnuction.
Appendix IV shows the 1988 average processing times for projects
starting construction and the number requiring processing times of 18
months or less, 18.1 to 24 months, and more than 24 months for each
I1D region and field office. Reasons for these differon,.,s aro discussed
in chapter 3.
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Chapter 3

Reasons Why Section 202 Processing Time
Has Increased

As noted in chapter 2, the time between reserving funds and starting
consti iction for new section 202 projects is increasing. Our reviews of
project files and discussions with sponsors and consultants of section
202 projects revealed that while various factors taken together can
delay construction starts, the following three factors were the most fre-
quently cited reasons for project delays:

" Fair market rents. In efforts to control program costs, HUD has sup-
pressed FMRs to levels that in many cases can not support section 202
project development leading to project redesigns and appeals for
increased F.MRS. While III'Vs efforts have reduced section 202 costs, the
reductions have come at the expense of nonprofit sponsors who have
needed to delay construction while raising funds to cover costs not pro-
vided by the FMR.s, Sponsor contributions are necessary despite the legis-
lative authority for the program to provide loan funds to cover 100
percent of a project's development costs.

" Cost containment. Faced with inadequate FMRs for section 202 projects,
HIo offices repeatedly attempt to reduce costs by requiring sponsors to
make project changes and redesigns. Sponsors also expressed concern
about inconsistent cost containment reviews among IWO*D offices.

"• IIUD administration. The degree of maitagement attention given the sec-
tion 202 program varies among iw1D field offices. While three of the six
HUD offices we visited establish agreements on processing time goals
through meetings between their technical staffs and the sponsors'
design teams, the other three offices appear to provide sponsors little
guidance.

While sponsors and consultants cited FMRs, cost containment, and Iwi)
administration as factors greatly increasing processing time on their
projects, they also identified several other factors as being somewhat
important in increasing processing time. Appendix I discusses these
other factors.

Fair Market Rents Of the 30 sponsors and consultants with projects exceeding 24 months in
processing, 22 responded to our questionnaire that processing time is
greatly increasvd because of fair market rents. More specifically, several
sponsors and consultants stated that IUnD is setting section 202 FMIR too
low in many areas of the country. Furthermore, they indicated that, as a
result, allowable rents do not cover all of a project's development and
operating costs. Insufficient funds cause processing delays because
sponsors must either find ways to cut costs through time-consuming
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project redesign, filing lengthy appeals to hUT:) for higher FMIs, or raising
money to cover funding shortfalls.

The 22 sponsors and consultants attributed inadequate section 202 FMRs

to one or two lIUD policy decisions. In 1982 and 1986, respectively, HUD

decided to control costs in the section 202 program by (1) capping
annual FMR determinations to a predetermined inflation rate adjust-
ment instead of using actual IIIID field office surveys of local market rent
levels and (2) limiting FMRs to the rents in effect at the time of fund
reservation.

Our reviews of project files in five of the six field offices we visited
disclosed that cases existed where projects

"* were designed according to 11[;D'S cost containment specifications,
"* received the maximum allowable FMRs, and
"* still required sponsor contributions to bring the mortgage down to a

level supportable by the FMRs.

Requiring sponsors to make large monetary contributions in order to
make project construction feasible conflicts with the legislative
authority to provide direct loans to qualified nonprofit sponsors at 100
percent of allowable project development costs.

HIUD recognizes that inadequate section 202 FMRs delay construction
starts. On December 20, 1989, the Secretary -)f If 'D reported to the
Chairman, Subcommittee on Housing and Uh'ban Affairs, Senate Com-
mittee on Banking, Housing and Urban Affairs, on actions mII'D is taking
to expedite section 202 processing. The Secretary said that since August
1989 HUD has allowed projects that have been in the pipeline for over 2
years to use 1987 FMRs in place of FMRs in effect at the time of fund
reservation. The Secretary stated that the use of 1987 FMRs and a
reduced interest rate has improved processing, in that 1,000 units
started construction in October 1989 an increase of 45 percent over the
number of starts a year earlier.

FMRs Determine Most UJnder IIUD regulations, a project's section 202 loan is based on the
Project Loan Amounts lowest of two amounts: (1) A section 202 per-unit-cost limit which may

be adjusted for the market area where the project is to be built. This

estimate is made by the cognizant HiD field office at the time of fund
reservation. (2) An estimate cf a project's land and construction costs.
This estimate, or cost valuation, is made by HUD field office staff based
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on project plans and specifications submitted by the sponsor at condi-
tional and firm commitment. Notwithstanding these regulations, Iw'1)'s
processing manual for section 202 p)rojects also stipulates that the loan
cannot exceed the amount supportable by the FM.s after considering
project operating expenses.

Because of different data sources used in calculating the three esti-
mates. there can be wide variations in allowable loan amounts under the
three methods. For example, a national consultant stated that in one
case lwt)'s fund reservation amount for a 100-unit project in Texas was
about $2.8 million, the field office's valuation of the project at firm com-
mitment was $2.1 million; however, the max'murm mortgage amount
supportable by the FMRs was $1.7 million. The maximum section 202
loans allowable for projects we reviewed were usually based on FMR
dete rminat ions.

A section 202 project in the Portland, Oregon, area illustrates the effect
inadequate FMRs had on project processing.

Inadequate FMRs Are For a number of years in the early 1980s, market rents in the areas
Delaying a Portland Field served by the Portland field office were declining due to a depressed
Office Project local economy. According to the Portland field office's director ofhousing development, rent surveys prepared by the field office reflected

this local market recession, and fair market rents for section 202
projects declined. Hlowever, in the mid-1980s, the Portland area
economy experienced an upturn and rent levels increased substantially.
During the period 1986 through 1988, iwu capped fair market rents to
an inflation factor averaging about 3 percent while actual rents were
increasing at about 8 percent. Consequently, market rents soon exceeded
iln '"s allowable fair market rents.

According to field office staff, the disparity between actual and allow-
able rent levels in the Portland area has effectively precluded sponsors
from building section 202 projects in many areas of the Portland market.
Figure 3.1 shows a comparison of new construction rents as determined
by Portland field office rent surveys compared to 1I't) published new
construction FIMRs for I-bedroom units in a 2- to 4- story building with an
elevator in the Coos Bay, Oregon, market area.
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Figure 3.1: Comparison of Field Office
Rent Surveys and Published Fair Market 400 Monthly per Unit Elderly FMR
Rents for the Coos Bay, Oregon, Market
Area
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--.- Published Fair Market Rents (FMRs)

1-Based on Elderly FMRs for 1 -Bedroom Units in a 2- to 4- story building with an elevator.

2-FMRs for Fiscal Year 1988 were not published until December 1, 1989, but were effective
retroactively to September 15, 1988.

3-FMRs for fiscal year 1989 h&ve not been published.

Note Data based on elderly FMRs for 1-bedroom units in a 2- to 4-story building with an elevator PMRs

for fiscal year 1988 were not published until December 1. 1989 but were effectbve retroactively to Sep
tember 15 1988 FMRs for fiscal year 1989 have not been published

As illustrated in figure 3.1, new construction survey rents and published
rents were nearly identical from 1982 through 1985 when rents were
decreasing. The rents corresponded because ll'I) ulses survey rents to
adjust FNMRs downward. However, beginning in 1986, survey rents
increased at a more rapid pace than inflation adjusted rents approved
by U'D. By fiscal year 1988, survey rents were $350 per month while
published rents were $308 per month, a differential of 14 percent.

A pro.ject located in the Coos Bay market area illustrates the dual effect
of Iiiu) capping FMRs and also limiting FMRs to those in effect at the time
of fuind reservation. The sponsor of this prqject was notified in Sep-
tember 1986 that litI reserved $1,097,800 based on the section 202 per-
unit-cost limit adjusted for the Portland market area.

Page 23 GAO RC(ED-91-4 Housing for the Elderly and Handicapped



Chapter 3
Reasons Why Section 202 Processing Time
Has Increased

In July 1987, about 9 months after fund reservation, the Portland field
office issued a conditional commitment for the project. At this timne, the
field office valued the project at $750,487. It also authorized FMR." to be
raised to 110 percent, or $316 per month. With these FM1is, the project
could support a development cost of $617,700. or $132,787 less than t he
valuation estimate.

The sponsor began developing drawings and specifications oft the project
for HIUD's firm commitment review prior to obtaining construction bids.
In December 1987, t he sponsor provided detailed drawings and specifi-
cations to the Portland field office architectural, engineering, and cost
branch for a firm commitment review. The Portland staff responded in
15 days with 11 cost containment suggestions such as reducing the
number of parking places, minimizing landscaping, and asking local
authorities to waive permit charges. The sponsor agreed to these
changes and in lanuary 1988 resubmitted the revised project plans. In
March 1988, tile Portland field office sent tile sponsor the results of its
firm commitment processing. The field office found the project to be cost
contained and, based on the detailed project specifications, estimated
the project's valuation cost at $837,615.

On April 26, 1988, the field office requested in'D headquarters approval
to use 120 percent of FMis for this project. The Assistant Secretary
agreed that the project. met the objectives of cost containment and
approved the project for a 120-percent FMR exception rent, based on the
F'iRs at the time of fund reservation. At the 1220-percent of FMR level, or
$345 per month for I-bedroom units, inn )headquarters found that the
project's maximum allowable mortgage could not exceed $723.400.
Thus, although the project met il't)'s cost containment objectives, the
mortgage supl)ortable by the 1986 FMRs was still $114,215 below tile val-
uation cost estimate. Following the Assistant Secretary's approval of
120 percent of FMis. Portland issued the firm commitment in Jlune
1988-20 months after fund reservation.

Upon receiving the firm commitment, the sponsor obtained construction
bids. Construction bids were higher than the valuation estimated by the
field office in March 1988. Based on the construction bids, the field
office valued the project's estimated cost at $862,120. Since the max-
imum direct loan supportable by the FMRs was only $723,400, the project
had a cash shortfall of $138,720.

On December 1, 1989, III ) published 1988 fair market rents, which for
Coos Bay were $308 for I-bedroom units. int-i) permitted the Coos Bay
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project to use the 1988 FMRs escalated to the 120-percent exception level,
or $369 per month. In addition, the project was able to take advantage
of a lower interest rate, which declined from 9.25 percent in 1988 to
8.375 percent on September 19, 1989. Even with the 1988 F.iHis and a
lower interest rate, the Coos Bay project still could only support a mort-
gage of $828,500. This is still $33,620 below the estimated project devel-
opment costs. A rent of $374 per month would be needed to cover this
difference and meet 100 percent of the project's development costs.

We note that if HI'L) had accepted the field office survey rents for fiscal
year 1988, FMRs would have been $350) per month. With this rent, the
field office could hav, approved a 7-percent increase to the FMRs
without central office approval and the project could have been 100 per-
cent financed. Nevertheless. as of April 16. 1990, the nonprofit sponsor
was unable to provide $33,620 to cover the estimated shortfall and the
project remained stalled in iito's processing pipeline.

If FMIRs were set so that this project did not require a sponsor contribu-

Iion, iitl)'s costs would increase in two ways. First, the section 202 loan
would increase by $33,620. However. since the project has unused loan
reservation funds of $269,3(0)0-the difference between the fund reser-
vation amount and the maximum allowable mortgage-the increase in
section 202 loan authority would be covered. In addition, section 8 sub-
sidy costs would increase by $3,161 per year, or $63,220 over a 20-year
period.

From 1980-89. 111*) did not use or recapture $932 million (13 percent) of
the $6.9 billion section 202 loan authority established through appropri-
at ions. The $932 million includes $490.8 million in funds that were not
used because project loan funds were less than project reservation
amounts. IHowever, because iiut's accounting systems do not track the•
amount of sponsor contributions, it is not possible without a project-by-

project review to determine the overall effect that increasing ct•.is would
have on total program costs. Appendix II presents section 202 funding

and project processing information for 1980 through 1989.

Additional Examples of In four other II!'1) offices we found examples o, sponsors receiving ,he

Inadequate FMRs maximum allowaible nwsW-the projects met cost containment ohbjec-
tives-but. still needing to make contributions for allowable project
development costs. The required sponsor contribut ions ranged in
amount from $600 to $350,000.
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Accortlding o I111t staff in each o4f these field tdlfices. hloal renut HIrA'\,Vs
shovwed ac tIal rents to 1(e higherI than tII h FNis Ilt i aIt l ll aI I ytIn1ed by
I'l ). T[e st a ff slated that had project rents been based o) I hese Si IIVuys

Sponsor cont ril)ut ions would have been eliminated or great Iy redulcetd.
Little Rock, Arkansas. was the only location that we visited inl wI 'h
F.R.i were not identified as a problem by ]I(') field office staff and 5ev-

tion 202 consultants. In Lilttle Rock. the sur\vey rents and theIt publishe'd
F.IRs Were the same from 1 986 to 1988. In 1988. th llieLt ttl Rc <k office
processed section 202 projects in an average (it I 6 3 m, ll hs, %%'hereas
the nationwide average was 26.8 months.

Cost Containment Of the 30 sponsors and consultants with projects exceeding 24 mIont h, I in
eprocessing, 23 cited cost containment reviews as greatly increasing

Reviews processing time in response to otir questionnaire. Eighteen of tlie 23
agreed that cost containment was a necessary iii) f(unction tIo assure
modest project designs. lHowever, they stated that the policy is subject
to interpretation and often driven by the levels of t lie sect ion 20i2 FNIP,
rather than by design and construction considerations.

HUID's cost containment policy is intended to prevent proiccts from being
excessive in terms of amenities and cost of materials, thereby ensuring a
proposed project is of modest design. The policy states that ('ost co•ntain-
ment applies to all projects regardless of FM1R level. Items specifically
prohibited from section 202 projects include swimming pool,,. saunas.
balconies, atriums, dishwashers, and individual trash compactors. iii
also reviews whether the project design is cost-efficient in terms ,o site
use, structure type, and common spaces and amenities.

Eighteen of the 23 sponsors and consultants stating that cost contain-
ment greatly increased processing time expressed frustration wvith the
implementation of cost containment because they perceive the reviews
being applied differently depending on the adequacy of the sect ion 202
FMIs to support total development costs. When FMis are adequate to sup-
port development costs, cost containment is usually not a problem
according to these sponsors and consultants. IHowever. they stated that
cost containment becomes a problem When FMRs are too low to Support

project development costs.

According to these sponsors and consultants, IM n applies repetitive and
inconsistent cost containment reviews in an attempt to reduce these
costs when FMHR are too low. They added that each review finds another
problem with the design or construct ion material-sometimes requiring
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changes to be made to items already changed in response to a previous
review. When litil disallows design ()r construction materials, the
sponsor must either redesign the project or contribute funds to cover the
nonallowable costs. lii'i regional office administrators in Fort Worth and
Philadelphia agreed with sponsors' comments that 'it) will search for
ways to cut project cos( s to the level that allowable rents will support.

itui) overz-,es the way its field offices implement cost containment but
only to a limited degree. Since 1986. cost containment training has con-
sisted of two 1-day training sessions given in 1988 and 1990 to field
office staff. According to ill' s technical support division diret .)r, on-
site compliance reviews are the superior method of assuring consistent
field office treatment of cost containment. She said, however, that lim-
ited resources do not allow for more than 10 on-site visits each year.
Hlowever, only six on-site cost containment compliance reviews have
been made in the past 3 years Lo the 51 processing field officu ,
according to the architectural and engineering branch chief in the tech-
nical support division.'

itL)'s December 20, 1989, report on expediting section 202 processing
cited cost containment as a factor contributing to processing delays. The
Secretary reported that in1 ) is continuing to study this issue.

The following example illustrates the processing delays that additional
cost containment reviews have caused a nonprofit sponsor in starting
construction of a section 202 project in the Philadelphia. Pennsylvania.
field office.

Example of a Project Cost containment reviews have been a problem for a 59-unit project

Affected by Additional being processed by the Philadelphia field office. At fund reservation in

Cost Containment Reviews September 1986, min reserved $3,419,500 for this project. However, as
of February 1990, firm commitment still had not been issued. mainly
because of differences in cost containment interpretations between the
field office and headquarters.

During its June 1987 cost containment review at conditional commit-
ment, the Philadelphia in F field office recommended several design
changes. At conditional commitment, the field office also approved a
11 0-percent exception to the Philadelphia area's published section 202

'While six on-site cost conmainment reviews have n cndtw(,ted sinc,, 1986. only five field offi'xs
were involved The Greensboro. NoGAO, RC arolina. field office was reviewed awioei
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Fi'Mi. The published rent for a 1-bedroom unit was $705 per month, and
the rent at a 1 10-percent exception level was $775 per month. The
exception level rent would support a mortgage amount of $3,374.500
while the field office valued the project at $3,375.900. In July 1987. the
consultant informed the field office that the project would be redesigned
to make the field office cost containment changes. The sponsor made the
changes, and the field office issued conditional commitment in February
1988.

The consultant submitted the project's firm commitment application
including the project's detailed plans and specifications in August 1988.
The field offi-'e also performed another cost containment review and, in
October 1988, informed the consultant of six additional cost contain-
ment measures, including eliminating several ornate design features,
such as bricked archways, and eliminating a dishwasher, trash corn-
pactor, and microwave oven in the community room. In November 1988,
the sponsor accepted three of the additional changes, but agreed to pro-
vide $33,408 at initial closing to retain the other design features.
Finally, in April 1989, the field office valued the project at $3,940,800.

In May 1989, the field office accepted the project ais cost contained.
However, because rents were limited to $775 per month, 111 ')'s maximum
allowable mortgage of $3,374,500 would not support project costs. Since
project costs exceeded 110 percent of FMRs, the sponsor asked m I) head-
quarters for a 120-percent FMR exception rent. At the 120-percent level.
FMRs would increase to $846 per month and would support a mortgage of
$3,814,300. This amount is less than the project valuation and would
require an additional sponsor contribution of $93,100. Since this amount
was greater than the original fund reservation, the sponsor was required
to seek an amendment to the original reservation amount front Ii'D)

headquarters. As part of the approval process, iii headquarters con-
ducted a cost containment review.

In ,July 1989, the field office sent the sponsor the results of the head-
quarters cost containment review. On the basis of its interpretation of
c(ost containment requirements, headquarters listed 10 items that
needed to be eliminated or redesigned to meet cost containment ob, jec-
tives. According to the headquarters review, the most effective way to
address most of these items would be a complete redesign of the project
from a (;-story to a 5-story structure. The field office told the sponsor ihe
had two choices. Ile could either (1) redesign the project as suggested or
(2) pay for the nonallowable costs, estimated at $ 147,000.
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In July 1989, the consultant appealed the headquarters decision. The
consultant's appeal pointed out that after several design changes the
field office determined the project was cost contained and that making
the redesign envisioned by headquarters would add nearly one year of
processing time and increase project costs by $478,000. In December
1989, HAUD headquarters informally notified the field office that the
headquarters June 1989 cost containment review was lHUD's official posi-
tion. As of March 1990, the project was stalled in the processing pipeline
because the sponsor did not have the money to redesign the project or
pay for the unallowed costs.

Other Problems With Cost Sponsors and consultants of projects in several geographic locations pro-

Containment Reviews vided examples of differing interpretations among offices on cost con-

tainment requirements. For example, on one project, which received
firm commitment in November 1989, the Greensboro. North Carolina.
field office determined that the project design was not in compliance
with cost containment objectives. The office required the consultant to
redesign the project from an 8-unit row structure to an 8-unit block
structure with 4 units back to back. According to the consultant the
Greensboro office had previously certified the same 8-unit row structure
three times previously, when FMRs covered project costs. However, in the
most recent project, FMRs did not cover estimated project costs. Mean-
while, on another project, which received firm commitment in March
1990, the Columbia, South Carolina, field office approved the con-
sultant's same 8-unit row structure design as meeting cost containment
objectives. South Carolina's elderly FMRs were adequate to cover esti-
mated project costs according to the consultant.

Several sponsors and consultants we contacted also expressed concern
about 111T changes that result in higher operating costs or higher life-
time project costs. For example, one 1T1D field office required a project to
be built with electric heat for all units because electric heating units are
cheaper to install than gas heating units. However, electric heat often
results in higher utility costs for the life of the project. Other examples
given were potentially higher heating costs in cases where insulat ion
was reduced and additional costs for pest extermination in cases where
window screens were eliminated.

HUD Administration When responding to our questionnaire, 22 of the 30 sponsors and con-
sultants with projects exceeding 24 months in processing indicated that
ilD) review time greatly increased processing time. In addition. 20 of the
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30 also indicated that nit- staff actions greatly increased processing
time. We combined these responses into an overall category of ii'i)
administration. According to nine respondents. section 202 housing was
not a high priority program in liDi, and HIUD staff allowed processing
delays to occur and provided little assistance to sponsors in meeting
processing requirements. Although 163 respondents were critical of 1l'll)'s

administration of the program, 9 sponsors and consultants also com-
mented that HUD employees are hardworking and simply overburdened
with the volume of paperwork involved in section 202 processing.

Other than responding to a congressional directive to determine the rea-
sons for section 202 processing delays, t1'1) headquarters did not mon-
itor its regional or field office processing performance. In practice, field
offices differed significantly in the degree of management attention
given to the program.

For example, the Newark and New Orleans HUD field offices routinely
experienced processing delays beyond 24 months. These offices did not
provide program participants the same degree of assistance as other
field offices in executing processing requirements. Conversely. the Pitts-
burgh and Little Rock field offices processed most projects in less than
24 months, and they had several management techniques in common.

Although tnuD regulations do not provide time goals for issuing firm
commitment, each office established such goals. Also, each office
required the field office's technical staffs-architecture and engi-
neering, cost, valuation, mortgage credit. and housing management-to
meet with project development teams during the conditional and firm
commitment stages of processing. The meetings were meant to ensure
that the development teams understood and accepted hnD's cost contain-
ment objectives, program requirements, and regulatory mortgage limits.

IIUD S section 202 processing requirements provide target dates for cer-
tain processing steps that account for 8 to 9 months of the total 18-
month processing goal. H-D's notification to selected sponsors that their
section 202 project applications were selected for funding includes a
statement that construction shall start within 18 months unless exten-
sions are granted. These requirements include:

the sponsor's submission of a conditional commitment application
within 60 days-90 days for a complex proposal-of the notification of
fund reservation.
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"* III'D'S review and issuance of the conditional commitment within 6( days
of receipt of a complete application, and

"• the sponsor's submission of a firm commitment application within 120
days of issuance of conditional commitment.

IHUD has not established any additional target dates for reviewing and
issuing the firm commitment. Moreover, IU'D does not require its field
offices to meet with the sponsor to discuss cost containment objectives
and allowable mortgage limits during this processing stage. Firm com-
mitment is a critical processing stage in which the project's design and
materials are finalized for IIID review.

The following example illustrates the differences in administration of
the section 202 program in the Little Rock and New Orleans iuru offices.

Example of Differences in II lD S MIDLAS system shows that 98 percent of the section 202 projects

HUD Administration of the funded during 1980 to 1986, in the Little Rock office, started construc-

t202 Program in ion within 24 months. In contrast, only 29 percent of the section 202
projects funded during this period in the New Orleans office started con-

Two Field Offices struction within 24 months.

Field office officials in Little Rock attributed their consistently timely
performance in meeting section 202 goals to two factors. First. project
size was limited to a maximum of 20 units beginning in 1983. This deci-
sion accelerated project starts by moving sites to rural areas where site
selection problems were minimized. Second, II'D officials and project
development teams met at project funding and during conditional and
firm commitment processing to establish mutually agreed upon times
and costs and precluded potential future delays by eliminating misun-
derstandings. Little Rock officials added that they believed FMRs were
adequate for section 202 projects and that, as part of their meetings
with project development teams, it was specifically stated that no
waivers of the FMR limits would be allowed.

New Orleans field office officials attributed frequent processing delays
to cost containment, inadequate FMRs, site control problems, and to a low
priority given the section 202 program within the field office, According
to the field office manager, the processing of elderly and handicapped
housing is a low priority because the field office is insufficiently staffed
for timely performance on all II T programs. Unlike the Little Rock
Office, the New Orleans office did not conduct meetings at the firm com-
mitment stage between field office review staff and the sponsor's design
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team. Local consultants who dealt with the New Orleans office COn-
firmed that aside from limited management attention. cost containment
and inadequate FMRs were also reasons for delays in New Orleans.

The Fort Worth regional administrator and the director, Office of
Housing, agreed that cost containment, FMR limitations, and site selec-
tion were all problems contributing to processing delays in New Orleans.
However, they did not concur with the New Orleans office's contention
of being understaffed. The regional administrator said that the New
Orleans office was better staffed than other lwin field offices in the
region. Furthermore. the Little Rock office was alle to avoid processing
delays because of adequate FMRs and by building small projects in
nonmetropolitan areas according to these officials.

The management styles of the two offices have greatly contributed to
the processing time diffrences according to a national consultant who
deals with both offices. Specifically, the consultant noted that the Little
Rock office requires each project's development team (architect, con-
sultant, attorney, etc.) to work with mitu in establishing budgets and
designs within cost containment limits and FMRs. Conversely, the New
Orleans office provides little guidance to program participants and does
not collaborate with the sponsor's design team at firm commitment
which leads -,o lengthy delays when FMR limits are exceeded or when
cost containment is an issue.

We believe that iiD has a responsibility t sýure that its fair marketrent levels represent fair caps on the rents th•at nonprofit sponsors can

charge in section 202 projects. Low FMRs have helped create backlogs of
section 202 projects not starting construction, precluded certain areas of
the country from participating in tile section 202 program, and required
significant nonprofit sponsor contributions that the program's legisla-
tion did not intend.

iimD offices have been inconsistent in their application of cost contain-
ment. In locations where IIITI sets section 202 FM%1s too low, 111D offices
repeatedly review and change project design plans in attempts to lower
costs to amounts that can be supported by the lower 'ents. Low FMRs

followed by duplicative cost containment reviews often result in time-
consuming redesigns of projects. Sponsors and consultants of section
202 projects also told us that nluD offices are inconsistent in determining
what are acceptable project costs. This may be due to ti'[o providing lim-
ited training and oversight of cost containment implementation.
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We also noted there were sharp differences in the degree of attention
paid to timely section 202 processing at the Itw) field offices we visited.
Some HUD offices paid strict attention to timely section 202 processing,
while other offices allowed processing delays to occur and provided
little assistance to sponsors in meeting processing requirements. The
field offices with timely section 202 processing established procedures
beyond those in HUD's processing requirements. Specifically, these
offices establish time goals to issue firm commitments. iii' processing
requirements do not include target dates for this activity, In addition. at
firm commitment, these offices require their technical staffs-architec-
ture and engineering, cost, valuation, mortgage credit, and housing man-
agement-to meet with project development teams to ensure that
sponsors understand and accept cost containment objectives and allow-
able mortgage limits.

Moreover, other than responding to a congressional directive to deter-
mine the reasons for section 202 processing delays, II D has not ade-
quately monitored its regional or field office section 202 processing
performance.

Recommnendations To better facilitate the timely completion of section 202 projects, we rec-
ommend that the Secretary of IIUD:

"* Establish fair market rents for section 202 projects at levels that reflect
local rental markets to help improve processing time and also make it
more likely that the section 202 program will provide 100 percent
sponsor financing for modestly designed housing.

"• Ensure that supervisory visits and reviews by III'D headquarters and
regional offices are implemented to validate consistent application of
cost containment requirements among field offices.

Agency Comments and in commenting on a draft of this report (see app. V), mvD agreed with
our conclusion that inadequate section 202 project fair market rents

Our Evaluation have contributed to delays in processing section 202 projects because
they do not always accurately reflect local market rents in a given area.
However, FITD pointed out that using actual market rents could increase
program costs beyond an acceptable level. HUD went on to comment that
it is endeavoring to develop an approach to increasing the FMRs that
would support the market rents while also minimizing the budget impact
as much as possible. We agree that there would be a budgetary impact, if
FMRs are increased. Ilowever, in terms of funding section 202 projects,

Page 33 GAO RCED-914 Housing for the Elderly and Handicapped



Chapter 3
Reasons Why Section 202 Processing Time
Has Increased

itI'D needs to take into account Congress' intent that development costs
for these projects are authorized to be provided at 10) percent.

In regard to applying cost containment guidelines consistently. uII-[) said
that all field offices were provided training in 1988 and 199(. Because
II D believes that these training sessions have increased field offices'

awareness and understanding of cost containment objectives, applica-
tion of cost containment guidelines are being decentralized to the field
offices. IWO plans to monitor field office compliance with cost contain-
ment through random project reviews and field office visits. We agree
with HUD's approach of decentralizing cost containment to the field
offices provided that tiI) headquarters and regional office monitoring is
adequate to ensure tile consistent application of cost containment
objectives.

HIUD has taken action in response to a proposal in our draft report that
processing time goals be established. In June 1990, tII'D issued a notice to
all field offices requiring them to develop timetables for processing sec-
tion 202 projects. This notice also requires field office staff to ensure
regular communications between the sponsor's development team and
the tu'D field office staff during all phases of processing.

In accordance with the final proposal in our draft report, hii'D said that
both headquarters and regional offices are now monitoring field office
processing time, IUtD also said that it plans to establish, in fiscal year
1991, a goal to process section 202 projects in an average of 24 months
or less with a maximum allowable time of 36 months. iI- recently
amended its regulations to codify that intent. Given uur'ns planned
actions to correct the factors causing delays, we do not believe
increasing the processing time goals to 36 months was warranted. By
adjusting section 202 FMRs, improving communications between the field
office staff and borrowers' development team, training staff, and
increasing field office reviews, lIITO should be able to meet its original
processing goals of 18 to 24 months. In fact, in field offices where cor-
rective action by iuu' is not needed, 21 projects were processed within
an average of 20 months in 1988.
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Questionnaire Methodology and Results

Q uestionnire ,To determine the reasons for processing delays among m ji) field offices,

we identified 18 possible factors through reviews of nji) project files

Methodology and discussions with both IiI ID staff and consultants. We conducted com-
puter-assisted telephone interviews with 40 judgmentally selected spon-
sors and consultants and asked them how these 18 factors may have
affected their projects' processing times.' As a group, these sponsors and
consultants had processing experience covering 1,098 projects in 48 of
IIITD's 51 processing field offices and all 10 HUDo regions. The interviews.
ranging from 1 to 2 hours in duration, focused on determining the degree
to which various factors affected processing times on specific section
202 projects.

We interviewed 4 national sponsors out of 18 that we identified in 1II UD's

MIDLIS computer system. We selected all national sponsors who had at
least 25 projects, did business with more than two iHwD regions, and had
projects funded in at least two different funding years. The four spon-
sors whom we identified represented 236 projects.

We interviewed 9 national consultants out of 14 that we identified
through discussions with JIUD officials and consultants. We selected all
national consultants who had at least 25 projects, experience in at least
two IH[ D regions, and had projects funded in at least two different
funding years. The nine national consultants whom we identified repre-
sented 573 projects.

We interviewed 27 local consultants out of 108 whom Ili iD field office
staff identified as having projects funded in the six ni1I) field offices
chosen for our review. We selected local consultants who had worked on
at least three projects in two different funding years. The 27 local con-
sultants represented 289 projects.

The sponsors and consultants we interviewed represented about one-
third of all section 202 projects funded between 1980 and 1988. tlow-
ever, since our selection of Himi field offices and survey participants was
judgmental, the results, of our analysis is not applicable to the section
202 program in total. In addition, each respondent was asked to discuss
any additional factors affecting processing times on their projects that
may not have been included in the list of 18 items. The respondents
were also asked to provide documentation regarding the major factors
they identified as greatly increasing processing times on their projects.

ISponsors are nonprofit organizatioms who apply for section 202 loans. C(onsiltants for nonprofit
sponsors help them conform to fit I1) -equiremenLs and al.so slect the projec's development team
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Questionnaire Of the 40 selected sponsors and consultants, 30 had projects that
exceeded 24 months in processing. Since 24 months is supposed to be the

Responses maximum processing time, we concentrated our efforts on establishing
those factors that caused project processing to exceed this limit. There-
fore, the remaining information is based on 30 responses.

The combined responses of the 30 sponsors and consultants with
projects that exceeded 24 months in processing showed that they most
frequently indicated (1) cost containment (23 of 30), (2) fair market
rents (both capping (22 of 30) and maintaining (17 of 30) FMR levels),
and (3) HUD administration (review time (22 of 30), and IIUD staff (20 of
30)) as the major factors greatly increasing processing time. Since more
than 50 percent of these respondents indicated that these factors greatly
increased processing time, we designated these factors as being of major
importance.

More than 50 percent of the 30 respondents also indicated that an addi-
tional five factors either greatly or somewhat increased processing time
on their projects exceeding 24 months in processing.' However, since
these factors were not indicated as greatly increasing processing time by
a majority of the 30 respondents, we designated these factors as being of
some importance rather than major importance.

Table I. 1 shows survey participant responses to each of the 18 factors
included in our questionnaire for the 30 sponsors and consultants with
projects exceeding 24 months in processing. The results indicate the per-
centage reporting the factors as either greatly or somewhat increasing
processing time on their projects. While sponsors and consultants also
identified several additional tactors as causes tor delays on section 202
projects, these additional factors were not mentioned frequently and
were applicable to delays on specific projects.

2The five additional factors that increased processing time included (1) operating expenses, (2) local
regulations. (3) information required by Hi( O. (4) competitive bid. and (5) cost containment versu.s
local design.

Page 37 GAO/RCED-914 Housing for the Elderly and Handicapped



Appendix I
Questionnaire Methodology and Results

Table 1.1: Analysis of Factors for Processing Delays According to National Sponsors and Consultants and Local Consultants (For
Projects Exceeding 24 Months in Process)

Effect on processing time"
Greatly Somewhat

Factor title Description increased increased

Of major importance

Cost containment Requirement that the building is not
excessive in terms of amenities and cost of
materials 767 133

Limited FMRs Cap of FMRs at certain inflation limits
beginning in 1982 759 103

Maintained FMRs Maintenance of FMRs to those in effect at the
time of fund reservation beginning in 1986 58 6 103

HUD review time Amount of time required by HUD to review
material submitted for processing. 733 167

HUD staff HUD staff assigned to oversee processing 66.7 100

Of some importance

Operating expenses Since FMRs must cover both debt service and
operating expenses, every dollar of income
assigned to operating expenses reduces the
amount of income available to cover debt
service This reduces the maximum loan
amount supportable by FMRs and increases
the potential for sponsor contributions, 46 7 20 0

Information required by HUD Financial statement disclosures and identity
of interest statements at all stages of
processing 26.7 333

Local regulations Obtaining local zoning permits. 30,0 30 0

Competitive bid Competitive bidding is mandatory when
projects exceed 110 percent of FMRs or the
mortgage amount exceeds $2 million, 31 3 25 0

Cost cori!ar•. ent versus local design Cost containment may disailov 0osiz, for iocal
code requirements increasing sponsor
contributions. 23.3 300

Other factors

Local opposition Community opposition to the project can
delay processing or require the selection of a
different site 300 133

Field office changes Processing procedures that differ from other
field office 233 67

No elderly site control Lack of site control requirement prior to fund
reservation for elderly project funded in 1986 12 5 31 3

Architect experience Architect's experience with section 202
requirements can affect processing time t0.0 23 3

Handicapped support HUD requires support services to assist the
less mobile, handicapped persons to be
contracted for at firm commitment 83 12 5

Contractor experience Contractor's experience with section 202
requirements can affect processing time 33 133

,continued)
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Effect on processing timea
Greatly Somewhat

Factor title Description increased increased

Sponsor experience Sponsor's experience with section 202
requirements can affect processing time 3 1 6 3

Consultant experience Consultant's experience with section 202
requirements can affect processing time 00 0

aListed by percentage of 30 respondents having projects exceeding 24 months in processing TnEe per

centages do not total to 100 For the remaining percentages. the respondents tndicated that the factcr
decreased or had little or no effect on processing time or the respondent was etther unsure ol he ef!ecr
on processing time or found t not applicable

Source GAO analysis of questionnaire responses
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Section 202 Program Activity

Dur-ing fiscal years 1 9801 through 1989, mii, had authority to issuec $6,~9
billion in section 202 loans t.o financc the const rilct ion of 1:33,85)1 units
of new elderly and handicapped rental housing. While mnost ofthle
allithorizedl housing units were built or ar in the processing pipl)(liw. a
substantial afliounit of appropriated fulnd were unused. D~uringte I (w10-
year- period, iH 'U financed the construct ion or has ill pro(cess 96, percent
of the alithirrized units, while only 4 percent. or 5,424 units. were termii-
nated after apjproval. However, of the $6.9 billion appr-opriated for the
program., about $9):3'2 m-illion, or 1:3 percent,%. was initially litnusedl or
recap~tured. Recaptured funds are funds reservedl in prio r fiscal \'ears
for sp~ecific section 2()2 proQjects, but not used. Table 11. 1 Shows t he loanl
amounts available for the program, and Ithte unuised and1 recaptured loan
aut-hority, ! ýr fiscal years 1980 through 1989.

Table 11.1: Section 202 Amounts
Appropriated, Unused, and Recaptured Dollars in thousands
for Fiscal Years 1980 Through 1989 Reservation

Loan limitation Unused loan amounts Total unused or
Fiscal year approved funds recaptured recaptured
1980 $1,053,560ý $121 045 $55998 $S

7 7 C43
1981 895,848" 23271 46979 70-ý-K
1982 830,848 12025 58705 710730

1983 634200 862 108193 139 055

1984 666.400 564 1051i01 105 665

1985 600,000 3050 -3879 76869

1986 603,899 48,058 59643 1,07 701

1987 592ý661 18612 61 388 80000

1988 565,776 742 61 047 61,789
1989 480.106 2384 70627 73 21 1
Total $6,923,298 $230,613 $70V1,700 $932.313

"In fiscal year 1980, the section 202 program was aijthorize-j! .- usŽ all fur -ling available from pnor
fiscal years This amounted to $223 6 million.

i'ln fiscal year 1981. the section 202 program was authorized to reus' $65 mi!on of recaptured reser~a
liOns from prior years

The unuised loan funds shown in table 11,.1, or $9230.6 million. are hinlds;
that wer-e not reservedl in t he year appropriat~ed. Since fiscal year 198 1
these funds have not been available for useý in the sectionn 20'; program
in succieeding fiscal years and. t herefore. revert back- tot hle Treasuiry.
Thel( reserwat ion aniount recalptinrd, or $702 million, includes $2 If10.9
million that. was reserved for pro 'jec(ts funded duting fiscal years 1980)
through 1989, b~ut the ri-oi* ects wevre terniinated in years after fund t'es-
('ivat ions wecre madle, and $490. 1 milflion in funds t hat werv not used
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because project loan funds were less than project reservation amo(unts.
Recaptured funds from prior year appropriations cannot be reused and
are, therefore, not available for section 202 projects.

The numbers of new section 202 units starting construction have been
declining in the last several years. The reasons for the decline have been
both decreasing funding for the program as well as increasing project
processing time. Table 11.2 shows that while decreasing numbers of
projects have started construction, the section 202 pipeline-projects
reserved but not starting construction-has continued to grow.

Table 11.2: Section 202 Projects Starting
Construction and in the Pipeline-1980- Starting Construction In the Pipeline
1989 Calendar year Projects Units Projects Units

1980 246 16.760 656 32909

1981 318 17.437 604 29227
1982 353 18.217 560 26404

1983 321 15.615 551 24270

1984 280 12.093 655 25585

1985 312 13.044 703 24955

1986 256 9.396 774 26642
1987 267 8.496 875 30.381

1988 295 9.678 974 31 807

1989 178 5.142 1 092 35.103

Total 2,826 125,878

Source HUO MIDLIS data as of November 9. 1989
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Section 202 Pipeline Status by HUD Region and
Processing Field Office as of November 9, 1989

Months

Pr~ojetsnpn . ... Total
0-11 12-23 24-35 36-47 48 or more projects

HUD Region I-Boston

Providence. RI 3 0 2 3 9

Hartford, CT 4 4 2 1 3 14

Boston, MA 11 10 7 3 6 37
Manchester, NH 3 5 0 1 01 9

Total 21 19 11 8 10 69

HUD Region II-New
York
New York. NY 10 15 16 11 9 6'

Buffalo, NY 11 15 5 3 2 36

Newark, NJ 5 8 7 6 3 29

San Juan. PR 1 4 6 3 2 16
Total 27 42 34 23 16 142

HUD Region Ill-
Philadelphia
Washington, DC 2 5 2 4 0 13
Pittsburgh. PA 9 8 0 1 0 18
Philadelphia. PA 9 9 4 7 7 36

Charleston, WV 3 4 5 2 0 14

Richmond, VA 9 8 4 3 1 25

Baltimore, MD 4 4 5 1 2 16

Total 36 38 20 18 10 122

HUD Region IV-Atlanta

Greensboro, NC 26 25 5 1 0 57

Columbia. SC 4 8 7 2 0 21

Atlanta, GA 3 11 4 6 2 26
Birmingham, AL 6 11 5 1 0 23

Jacksonville, FL 15 16 16 12 3 62

Jackson, MS 6 7 4 1 2 20
Louisville, KY 0 8 1 0 0 9

Nashville, TN 2 8 5 0 3 18
Knoxville TN 3 3 3 1 0 10

Total 65 97 50 24 10 246
(continued)
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Projects in Pipeline Total
0-11 12-23 24-35 36-47 48 or more projects

HUD Region V-

Chicago

Cleveland, OH 4 7 7 6 2 26

Columbus, OH 1 0 8 1 10 20
Detroit, MI 3 6 2 1 1 13

CincinnatiG OH 0 6 5 0 0 11

Grand Rapids, MI 0 4 4 1 0 9

Chicago. IL 15 18 12 9 12 66
Indianapolis, IN 10 5 6 2 2 25

Milwaukee, WI 8 11 2 0 0 21

Minneapolis, MN 6 8 2 0 0 16
Total 56 73 41 20 17 207

HUD Region VI-Fort

Worth

New Orleans, LA 5 2 5 4 1 17

Little Rock, AR 13 10 1 0 0 24

Fort-Worth, TX 0 7 5 8 2 22

Houston, TX 3 3 1 0 0 7

San Antonio, TX 4 2 1 0 0 7

Oklahoma City, OK 2 6 4 2 0 14

Total 27 30 17 14 3 91

HUD Region VII-

Kansas City

Des Moines, IA 5 7 1 0 0 13
Kansas City, MO 10 10 3 0 0 23

St Louis, MO 6 8 3 0 0 17

Omaha NE 4 4 0 0 0 8
Total 25 29 7 0 0 61

HUD Region VIII-
Denver
Denver. CO 4 7 1 2 0 14

Total 4 7 1 2 0 14

(continued)
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Pro.. ects in Pipeline Total
0-11 12-23 24-35 36-47 48 or more projects

HUD Region IX-San
Francisco

San Francisco, CA 8 11 10 7 3 39

Los Angeles, CA 14 17 9 6 3 49

Phoenix, AZ 2 4 3 1 0 10

Sacramento, CA 2 2 2 2 0 8

Honolulu, HI 0 4 1 0 0 5

Total 26 38 25 16 6 111

HUD Region X-Seattle

Anchorage, AK 0 0 0 0 0 0

Portland, OR 4 7 2 1 0 14

Seattle, WA 5 7 1 2 0 15

Total 9 14 3 3 0 29

HUD National Total 296 387 209 128 72 1,092

Source HUD VIDLIS data as of November 9. 1989
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Section 202 Average Processing Time by HUD
Region and Processing Field Office

Months

1988 average Projects Starting Construction in
processing time 1988

(months) 0- 18 18.1 -24 More than 24

HUD Region I-Boston
Providence, RI 50.8 0 0 1

Hartford, CT 36 3 0 2 4
Boston, MA 289 0 1 4
Manchester, NH 386 0 0 6

Total 35.8 0 3 15

HUD Region Il-New York
New York, NY 360 0 0 9

Buffalo, NY 274 1 0 6
Newark, NJ 41 1 0 0 5

San Juan, PR 278 0 0 1
Total 34.1 1 0 21

HUD Region Ill-
Philadelphia
Washington. D.C. 332 0 0 1
Pittsburgh, PA 198 2 3 2

Philadelphia, PA 35.5 1 1 5

Charleston, WV a
Richmond, VA 27.7 1 0 5

Baltimore MD 28.4 0 0 4

Total 28.0 4 4 17

HUD Region IV-Atlanta

Greensboro, NC 225 5 17 12

Columbia, SC 23A 0 1 0

Atlanta GA 389 0 0 4
Birmingham, AL 194 2 2 1

Jacksonville, FL 300 1 2 10

Jackson, MS 32.5 1 1 7
Louisville. KY 172 1 3 0

Nashville TN 28.5 2 0 4
Knoxville, TN 26 1 2 3 4

Total 25.9 14 29 42

(continued)
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1988 average Projects Starting Construction in
processing i'me 1988

(months) 0 - 18 18.1 - 24 More than 24

HUD Region V-Chicago

Cleveland, OH 29 4 0 1 4

Columbus, OH 20.9 2 1 2

Detroit, MI 364 0 1 7

Cincinnati, OH 22.8 1 0 4

Grand Rapids, MI 19.5 0 3 0

Chicago, IL 385 0 1 10

Indianapolis, IN 27 9 0 2 4

Milwaukee. WI 234 1 2 6

Minneapolis, MN 20.3 1 1 2

Total 28.5 5 12 39

HUD Region VI-Fort Worth

New Orleans, LA 409 0 0 5

Little Rock, AR 16.3 4 3 !

Fort Worth, TX 151 1 0 0

Houston, TX 22.1 0 4 2

San Antonio, TX 199 0 1 0

Oklahoma City, OK 20 3 1 2 1

Total 23.4 6 10 9

HUD Region Vii-Kansas
City

Des Moines, IA 205 3 3 1

Kansas City, MO 17,6 7 2 3

St Louis. MO 20.0 1 1 1

Omaha, NE 160 2 3 0

Total 18.3 13 9 5

HUD Region VIII-Denver

Denver. CO 290 1 2 7

Total 29.0 1 2 7

(continued)
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Appendix IV
Section 202 Average Processing Time by HUD
Region and Processing Field Office

1988 average Projects Starting Construction in
processing time --- --. .- 1988 .. . ...

(months) 0 - 18 18.1 - 24 More than 24

HUD Region IX-San
Francisco

San Francisco CA 29 2 0 1 7

Los Angeles CA 272 0 2 2
Phoenixr AZ 201 0 2 0

Sacramento. CA 28 1 0 0

Honolulu. HI 236 0 1 1

Total 27.0 0 6 11

HUD Region X-Seattle

Anchorage, AK
Portland, OR 197 2 1 3

Seattle, WA 205 1 2 1

Total 20.0 3 3 4

1988 HUD National Total 26.8 47 78 170

aNot applicable because the Anchorage. Alaska and Charleston, West Virginia offices did not have any

projects starting construction in 1988

Source HUD MiDLIS data as of Nc,,ember 9 1989
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Appendix V

Comments From the Department of Housing
and Urban Development

S•THE UNDER SECRETARY OF HOUSING AND URBAN DEVELOPMENT

iiI~I/WASHINGTON. D.C. 20410

August 24, 1990

Mr. John M. Ols, Jr
Director, Community and Economic

Development Division
United States General Accounting Office
Washington, D.C. 20548

Dear Mr. Ols:

Your letter of July 13, 1990, addressed to the Secretary of
Housing and Urban Development transmitting a proposed report to
the Congress entitled: "Houkifng for the Elderly and Handicapped:
HUD Policy Decisions Delay Section 202 Construction Starts
(GAO/RCED-90-187)," has been referred to me for reply.

I will answer the recommendations in the order that they are
presented in the report.

Recommendation No 1: The Secretary of HUD should establish fair
market rents that accurately reflect the cost of modest housing
in local rental markets to help reduce processing time and also
making it more likely that the section 202 program will provide
100 percent of sponsor financing for modestly designed projects.

Reply: The Department recognizes that the capping process,
while affording short term benefits as related to budget impact,
has, in many instances, resulted in increased costs in the long-
run and has inhibited our ability to provide this housing for the
intended occupants within a reasonable timeframe. For these
reasons, the Department is currently assessing various options in
connection with the publication of the FY 1989 FMRs. For the
past eight years, increases in FMRs have been limited to the
lesser of the FMRs submitted by Field Offices which reflect local
market conditions, or the previous year's FMRs increased by a
percentage determined by Headquarters (capped rent). This
process has led, in some areas, to a widening gap between the
market-based rent and the published FMRs, and has contributed, in
some cases, to the clogging of the Section 202 pipeline. Simply
deciding to publish FMRs based on market data may appear to be
the easy solution. However, the budget impact in terms of
additional Section 8 contract and budget authority needed to
support the higher, uncapped rents may render this alternative
unacceptable. The Department is endeavoring to develop an
approach to increasing the FMRs that would support the market
rents proposed by our Field Offices while minimizing the budget
impact as much as possible. Other options involve a cap which
may be established in different ways.

Recommendation No 2: The Secretary of HUD should ensure more
consistent application of cost containment reviews among field
offices either by increased training or supervisory visits.
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Appendix V
Comments From the Department of Housing
and Urban Development

Kp , on c,)sL contai nment has arcady
occurred. Three two-day training sessions were conducted in
1986, two one-day sessions in 1988, and three one-day sessions in
1990. All field offices were covered in this training. During
the last year, the field office staff has demonstrated increased
aware-ess and understanding of the Department's cost containment
objectives. As a result of improved field performance,
Headquarters is decentralizing the cost containment review
process to the field offices. Headquarters and the regional
offices will monitor field office performance through random
reviews of projects and through field office visits.

Recommendation No 3: The Secretary of HUD should establish
processing time goals, such as those currently employe,4 in
offices who have had success with sponsor and field office 3t:ff
meetings for this purpose.

Reply: The Department has issued instructions to the field
offices that address this recommendation. On June 30, 1990, the
Department issued Notice H 90-37 entitled, "Revised Section 202
Fund Reservation ExLension and Cancellation Policy". This
Notice requires field offices to meet with borrowers and develop
a schedule to start of construction. It requires the field
office staff to take initiative in making sure that the
borrower's development team and the HUD field staff are in
regular communication during all phases of the development
process. It requires justification for any delays experienced
during the development process, and sets up a monitoring process
whereby Headquarters will monitor each region's and each field
office's performance by rank ordering the ten regions and each
field office within a region based on the average time lapsed
between the issuance of the fund reservation and the start of
construction. The Department intends to take additional actions
as well. For example, the Department intends to ask for reuse of
recaptured Section 202 loan authority. If the Department
succeeds in getting reuse of recapture, instructions will be sent
to each regional office authorizing them to reuse such recapture
for amendments to projects in the pipeline, giving priority to
the field office from which the recaptured authority came. The
Department is also including pipeline goals in the FY 1991
Regional Management Plan, which will require that a certain
percentage of the projects reserved in a given fiscal year be
started. The Department is also scheduled to conduct Section 202
program training which will include participants from all field
of fi ces.
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Comments From the Department of Housing
and Urban Development

RecoiameJation No 4: The Secretary of HUD should require
headquarters and regional office monitoring of field office
processing time.

Reply: The Department is now monitoring field office processing
time. Unfortunately, field office processing time will look even
worse than the GAO report shows if the field offices succeed in
bringing to start of construction those cases approved in FY 1987
and prior fiscal years. In order to avoid penalizing the field
for getting these cases started, the Department will include in
its FY 1991 Regional Management Plan a goal for each region to
start all cases with fund reservations received in FY 1988 or
subseouent fiscal years in an average of 24 months or less. This
goal will be monitored through the Multifamily Insured and Direct
Loan Information System, and field offices that perform poorly
will receive field reviews by Headquarters or regional staff.

Sincerely yours,

d A .e D e l l iB o v i

" ýUnder Secretary
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Appendix VI

Major Contributors to This Report

Dennis W. Fricke, Assistant Director

Resources, Robert J. Tice, Assignment Manager

Conuuunity, and Alice G. Feldesman, Senior Social Science Analyst

Economic J. Michael Bollinger, Advisor/Senior Evaluator

Development Division,
Washington, D.C.

Philadelphia Regional Darryl L. Wittenburg, Evaluator-in-Charge
Sharon S. Linville, Evaluator

Office D. Richard Stengel, Evaluator
Anne-Marie Lasowski, Evaluator
Daniel M. Weeber, Technical Specialist

Dallas Regional Office Reid Jones, Evaluator
Jimmy Palmer, Evaluator
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